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Chapter 1.  The relation between the underlying contract 
and the L/C with the latter to be regarded as only a means of 
settlement 
Subchapter 1.  Independence is the main character of the L/C 
Section 1. Independence is one of the two basic principals of the L/C 
Section 2. Independence of the L/C is internationally accepted 
Subchapter 2.  The meaning of Independence of the L/C 
Section 1.  The content of the L/C is independent of that of the underlying 
contract  
Section 2.  The parties of an L/C is independent of that of an underlying 
contract 
Chapter 2.  The relation between the underlying contract 
and L/C with the latter to be regarded as a contract 
Subchapter 1.  The contents of the underlying contract are cited by the 
L/C 
Section 1. the cited contents of the underlying contract are definite 
Section 2. the cited contents of the underlying contract are indefinite 
Subchapter 2.  the “soft clauses” in the L/C 
Section 1. the meaning of the “soft clause” 
Section 2. common manifestations of the “soft clause” 














Section 4. the supreme court's position about the “soft clause” 
Chapter 3.  The relation between the underlying contract 
and the L/C with the latter to be regarded as the payment terms  
Subchapter 1.  The L/C is opened according to the underlying contract 
Section 1.  The L/C is the payment terms of the underlying contract and 
also the precondition for the seller to carry out his obligation 
Section 2.  Situations when the contents of the L/C are different from that 
of the underlying contract 
Subchapter 2. The effectiveness of amending the L/C and its influence 
on the modification of the underlying contract    
Section 1.  The effectiveness of amending the L/C 
Section 2.  The influence of amending the L/C on the modification of the 
underlying contract    
Subchapter 3.  The relation between presentation of documents under 
the L/C and the fulfillment of the underlying contract 
Section 1.  How to solve the problem when the documents and the L/C are 
in accordance while the buyer raise an objection 
Section 2.  The effect of discrepance between the documents and the L/C 
on the underlying contract 
Section 3.  The effect of rejection of the documents on the underlying 
contract 
Chapter 4.  The relation between the L/C and the 
underlying contract when illegality  involved 














contract when there is fraud in the L/C 
Section 1.  Fraud in the L/C 
Section 2.  Judicial relief of fraud in the L/C----fraud exception rule 
Section 3.  Exception to fraud exception 
Subchapter 2.  The relation between the L/C and the underlying contract 
when the underlying contract is illegal 
Section 1. probe into the problem theoretically 
















































Letter of Credit came into being owing to the practical need in the 
international trade. An L/C substitutes commercial credit with banker's credit, and 
protects the rights and interests of both the seller and the buyer in a convenient 
and effective way, and thus to promote the development of international trade. It 
is one of the basic principals to ensure the normal function of an L/C that the L/C 
is independent of the underlying contract. However, up to now, there is no 
worldwide unified understanding of the independence and the detailed relations 
between the L/C and the underlying contract. This situation would bring 
disadvantageous affection to the surety and security of international trade with an 
L/C as it's  payment terms. This article tries to probe into the problems. 
It includes 6 parts: preface, epilogue, and 4 chapters. 
Chapter 1 probes into the relation between the L/C and the underlying 
contract from the viewpoint that the L/C is a pure means of settlement, among the 
relations the independence is the core. Chapter 2, from the angle that the L/C 
itself is a contract, analyzes their relations when the contents of the underlying 
contract are cited in the L/C, and also problem of “soft clause ” L/C. Chapter 3 
discusses some situations concerning discrepancies between the L/C and the 
underlying contract; the effectiveness of amending the L/C and its influence on 
the modification of the underlying contract; and also the relations between the 














required by the L/C and the implementation of the underlying contract. But 
it is from the viewpoint that the L/C is the payment terms of the underlying 
contract. Chapter 4 discusses the relations when illegal matters involved in the 
L/C or the underlying contract, including L/C fraud exception rule and serious 
illegal problem in the underlying contract.  
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